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BRAZIL: KEY ECONOMIC INDICATORS 


Macroeconomic Indicators: 1984 1985 1986 1987 
—————— paar a (prelim. ) (proj.) 


GDP in current dollars (billions) 220.7 265.1 278.5 
Per capita GDP in current dollars 1,658.00 1,921.46 2,000.00 
Real GDP growth (%) 8.3% 

Wholesale price index (% increase) 228.9% 

Consumer price inflation (%)--IPCA* 242.2% 

Consumer price inflation (%)--INPC** 239.0% 

Exports (million US$) 25,639 

Imports, fob (million US$) 13,355 14,045 

Trade balance (million US$) 12,486 8,348 

Reserves less gold (million US$) 10,605 5,803 

External debt (billion US$) 105.1 110. 

Debt service ratio (%) 66. 2% 90.1% 


Exchange rate (average Cz/US$) 6.200 13.654 


Principal Exports Jan. -Dec.'86 Principal Imports Jan.-Oct.'86 
(prelim., in millions of US $) (prelim., in millions of US $ fob) 


Metallurgical products $ 2,650 Crude Oil $ 2,296 

Coffee 2,360 Capital goods 2,617 
Transport equip. & parts 2,078 Chemical products 1,940 
Iron and other ores 1,720 Coal 383 
Soybean products 1,562 Wheat 

Chemical products 1,327 

Orange juice 719 

Meat 

Cocoa 


Total incl. others $22,393 Total incl. others $10,548 


Industrial Indicators 1985 1986 
(percentage change) 


Mineral extraction 11.5% 3. 6% 
Manufacturing (overall) j 8.3% Lm 
Capital goods 12.2% 21. 6% 
Consumer durables 15.1% 20.3% 
Overall 8.4% 10.9% 


* IPCA -- national consumer price index (broad concept) measures inflation for 
low-to-middle income consumers. 


**INPC -- national consumer price index measures inflation for low-income consumers. 





INTRODUCTION AND SUMMARY 


Economic growth continued buoyant during 1986, at 8.2 percent, compared to 
8.3 percent in 1985. The trade surplus dropped sharply -- exports declined 
significantly on rising imports. By the end of 1986, reserves had dropped 
to levels low enough to prompt the suspension of interest payments announced 
in February 1987. 


The Cruzado Plan, decreed on February 28, 1986, brought inflation to a halt 
by freezing all prices and ending indexation of wages and other facets of 
the economy. Real wage increases granted at the beginning of the program 
led to a continuation of the 1985 consumer spending boom, resulting in 
shortages and squeezed profit margins. Producers kept supplies off the 
market or sold them only with illegal surcharges. Increased imports of 
foodstuffs were principally responsible for higher imports in 1986. A new 
economic package (the Bresser Plan, after the new finance minister), 
announced June 12, 1987, included a temporary wage and price freeze (after a 
raise in public sector prices), elimination of automatic wage increases, and 
a commitment to reduce the public sector deficit, among other features. 

This plan, designed to slow inflation, specifies the time and manner of the 
wage/price "thaw,'"' and differs from the Cruzado Plan in that no real salary 


increase was granted. The cruzado will continue to devalue daily against 
the dollar. 


Brazil's 1987 non-oil imports should be down from 1986 levels, due to slower 
economic growth and more restrictive import regulations. In early 1987, the 
government expanded the list of goods that cannot be imported into Brazil 
except with special permission. Some other imports reportedly face delays 
because of the difficulty in obtaining foreign exchange licenses. 


The investment climate is uncertain. Questions exist about Brazil's debt 
strategy, about market reserves in various sectors, and about future 
policies that may affect direct foreign investment and debt-to-equity 
conversions. Regulations about debt conversions and about a long- 
forthcoming ''Brazil Fund" for foreign investors may be published soon. 


During 1987, the Congress will also act as a constituent assembly, writing a 
new constitution that will reflect Brazil's return to democratic rule after 
a 2l-year military-dominated regime. The business sector is closely 
following the assembly's work to see what effect the new constitution will 
have on the country's economic structure and operation. 


ECONOMIC POLICY 


At 8.2 percent, Brazil's 1986 growth rate was one of the highest in the 
world. Basic goals of the government were to ensure an adequate growth rate 
while controlling inflation and to renegotiate repayment of the external 
debt. Taxes were raised in 1986 and price controls instituted by the 
Cruzado Plan were lifted in late 1986. By the first quarter of 1987, 
monetary policy was relatively tight, interest rates were high, and real 
wages were declining. The economy was cooling off as inflation remained at 
high levels. The domestic supply situation appeared to be returning to 
normal. 





INFLATION 


The price freeze instituted by the Cruzado Plan on February 28, 1986, made 
it possible to keep officially-measured inflation to under 10 percent for 
the March through October 1986 period. However, when fuel, electricity, and 
some food prices were raised in November 1986, the cost of living rose 
markedly. In December, more prices were decontrolled. 1986 inflation 
totalled about 69 percent. 


The Cruzado Plan included a plan for automatic wage increases of 20 percent 
when accumulated inflation (since a worker's last increase) has reached 20 
percent. Some workers received automatic salary increases in each of the 
first four months of 1987. May inflation as measured by the IPCA (national 
consumer price index - broad concept) totalled about 22 percent The 
January-May 1987 cumulative IPCA increase was 116 percent, 179 percent for 
the twelve months ended May 1987.. 


MONETARY POLICY 


In late 1986, the Central Bank returned to indexation and moved to maintain 
positive real interest rates. The Central Bank now pegs the Central Bank 
borrowing rate to the inflation rate, with a 15-day lag. This tight 
monetary policy was started to combat excessive demand for funds, but has 
now resulted in excessive intermediation of funds (into interest-bearing 


bank accounts) and in claims from small business and agriculture that 
interest rates are too high. In April 1987, monetary policy began to ease 
slightly as the government liberalized rediscount facilities and announced 
improved credit terms for small business, agriculture, and state governments. 


EXCHANGE RATE POLICY 


During the first nine months of the Cruzado Plan, the government held the 
official value of the cruzado steady against the dollar. Since then, the 
cruzado has had minidevaluations. Since November 1986, daily crawling peg 
minidevaluations have been calculated to lag estimated inflation by 15 days. 
On April 30, after new Finance Minister Bresser Pereira took office, there 
was a "midi'' devaluation of 7.5 percent, aimed at encouraging a recovery of 
exports to the 1986 levels. There was an additional 9.5 percent "midi" 
devaluation as part of the Bresser Plan in June 1987. 


BALANCE OF PAYMENTS 


The Brazilian Central Bank estimates that the 1986 current account deficit 
amounted to about $2.8 billion, as compared to a $302 million surplus in 
1985. The balance of trade surplus (recently corrected) is estimated at 
$8.3 billion for 1986, $4.1 billion less than in 1985. Export revenues 
dropped sharply due to falling commodity prices for coffee, sugar, soybeans, 
and mineral ores and to the shifting of output from overseas to the domestic 
market to meet growing consumer demand. Overall, imports rose slightly. 
Food imports increased significantly, but crude oil expenditures dropped 
with the decline in the world price of oil. The GOB is projecting an $8 
billion trade surplus in 1987. 





EXTERNAL DEBT 


As of April 30, 1987, Brazil was the world's most indebted developing 
country, with total external debt outstanding of about $106 billion. On 
February 20, 1987, in order to defend its remaining reserves, which had been 
Significantly depleted during 1986, the government suspended interest 
payments on medium and long term commercial bank debt. No date for 
negotiations with the commercial banks was set as of the end of April 1987. 
When the moratorium was announced, senior government officials stated that 
the suspension of payments would continue until Brazil succeeded in 
negotiating a multiyear rescheduling which would cover debt maturing through 
1991. Brazil is now in the process of putting together an economic program 
to be discussed with its official and private creditors in the near future. 
According to official government figures, Brazil will need about $4 billion 
per year in new money or debt relief through 1991. 


In January 1987, Brazil's official creditors agreed to reschedule $4.1 
billion in 1985 and 1986 principal and interest arrearages, and principal 
payments coming due in the first half of 1987. Terms are for payment over 
six years with a three-year grace period. 


FISCAL POLICY 


In late 1985, the government made a major fiscal reform. Corporate taxes 
were increased, and the personal income tax was made more "'inflation- 
proof."' In 1987 the government increased tax tables by less than the rate 
of inflation, moving taxpayers into higher brackets. In addition, because 
taxes had been underwithheld, many taxpayers were out-of-pocket in 1987 for 
1986 taxes. All in all, 1986 tax revenues rose almost 22 percent in real 
terms. But because the government continued to take no significant action 
to reduce spending, government expenditures were up about 54 percent over 
the same period in 1985. The public sector deficit totalled about $132.6 
billion by the end of 1986, about 13.3 percent over the year-end 1985 figure. 


ENERGY 


The consumption of energy rose to new levels in 1986, leading to electricity 
supply problems in much of the country. In the first ten months of the 
year, industrial consumption of energy was up over 9 percent compared to the 
same period in 1985, and consumption of fuels was also up considerably. 
Gasoline use rose almost 15 percent and fuel alcohol consumption increased 
over 32 percent during the eleven months ending November 1986. The drought 
in the northeast of Brazil has resulted in a smaller-than-projected sugar 
cane crop (therefore, less ethanol production). The drought also 
exacerbated electricity supply problems. Rationing of electricity in the 
northeast had already begun by the second quarter of 1987. Strict 
electricity rationing in the industrial southeast is also a possibility in 
the medium term. The extent of rationing depends on rainfall, since Brazil 
relies on hydroelectric power for much of its energy needs. Future growth 
depends on, among other things, the government's success in finding and 
committing financial resources for investment in the sector. 





MINERALS 


Iron Ore: Brazil is the world's largest iron ore exporter. Early estimates 
indicate that Brazil produced 140 million metric tons (MMT) of iron ore 
during 1986, an increase of 27 percent over 1985 levels. In 1986, Brazil 
exported 100 MM? of iron ore, 14 percent over 1985. 


Tin: 1986 production remained at about the same 25,000 ton level it was in 
1985, a level that will probably remain constant unless world tin prices 
rise substantially. 


Aluminum/Bauxite: Total export earnings from sales of aluminum were about 
$330 million, almost double 1985 revenues. Exports to the United States 
alone rose from almost $40 million in 1985 to $140 million in 1986. 


AGRICULTURE 


Production: Drought significantly reduced 1986 crops. But based on a March 
1987 survey, official sources have forecast a bumper grain and oilseed crop 
of 65 million metric tons for 1986/87, a 20 percent increase over the 
1985/86 harvest. Increased plantings, favorable weather, and excellent 
yields are responsible for the bright production outlook. However, 
marketing, storage, and transportation constraints may lead to some losses. 
In February 1987, the Brazilian Ministry of Agriculture announced a 38 
percent average increase in support prices for the 1986/87 harvest. A major 
concern of the government is that the new minimum prices are currently above 
domestic market prices, which could make the government the largest 
purchaser of basic commodities such as corn, rice, and cotton. 


Trade: In 1986, Brazil's reduced export earnings for agricultural 
commodities were due to reduced production, higher domestic consumption, and 
depressed world commodity prices. Earnings from seven key agricultural 
products, which together account for 90 percent of all agriculture exports, 
decreased from $8.3 billion in 1985 to $6.5 billion in 1986. Food imports 
totalled an estimated $1.6 billion. Still, Brazil's 1986 trade surplus on 
agricultural products reached about $1.3 billion. Commodities imported by 
Brazil from the United States in 1986 included wheat, rice, soybeans (for 
processing and re-export), non-fat dry milk, and beef, which together 
accounted for 82 percent of U.S. agricultural exports to Brazil. Principal 
Brazilian agricultural exports to the United States were frozen concentrated 
orange juice, cocoa, coffee, tobacco, and sugar, together accounting for 81 
percent of Brazil's agricultural exports to the United States. Record 
production of agricultural commodities and stricter import controls are 
expected to reduce Brazil's agricultural imports in 1987. 





INDUSTRY 


Fueled by increased domestic demand, Brazil's industrial output grew 11 
percent in 1986, the highest growth rate since the 1973 record high. 
Production of consumer durables and capital goods both rose over 20 percent. 
At the close of 1986, industries were operating at an average 84 percent of 
capacity, slightly lower than the 86 percent average recorded in October 
1986. The table below shows rates of growth of various sectors during 1986: 


Mineral extraction 3.6% 
Manufacturing 11.3% 
Capital goods 21. 6% 
Intermediate goods 8.4% 
Consumer durables 20.3% 
Consumables 8.9% 


A long list of unfavorable developments -- declining purchasing power of the 
cruzado, high interest rates, continuing shortages aggravated by price 
disputes, the government's prohibitions on importing a wide variety of 
goods, labor stoppages, and lack of sufficient external credit to finance 
necessary imports and exports -- caused industrial sector growth rates to 
decline markedly starting in January 1987. Preliminary estimates for 1987 
are that industrial production will grow between 3 and 5 percent. Negative 
growth during 1987 (starting in the second quarter) is a strong 

possibility. Although no figures are available, local business sources 
expect investment in new capacity during 1987 to remain low. 


Motor Vehicles: Vehicle production exceeded 9 percent in 1986; The 
1,057,257 units produced were only 90,000 units below the 1980 all-time 
high. Domestic demand was high, and production losses due to strikes and 
input shortages were the only factors that kept 1986 from being a 
record-setting year. Export unit volume declined 12.3 percent, but receipts 
were up 10.5 percent to $1.7 billion, from $860 million in 1985. 

Reportedly, the industry plans to manufacture about 1.2 million units in 
1987, and export about 290,000 of those, up significantly from the 182,100 
units exported in 1986. 1987 total exports (including offroad vehicles such 
as tractors) are expected to yield receipts estimated at $2.5 billion. 


Steel: Brazilian mills did not meet export targets in 1986 due to strong 
domestic demand exacerbated by temporary shutdowns at two major mills. 
Steel imports reached 500,000 metric tons. Industry forecasts are that 
imports will increase further, reaching at least 1 MMT in 1987. 


Product Percentage Increase Quantity (in MT) 
Crude Steel ' anaa 


Rolled Products . ae 
Flat Rolled Products s 9.1 
Non-flat rolled products ° 6.2 


Although the Brazilian government assumed much of the debt of the state- 
owned flat sheet mills, their financial condition remains precarious. If 
the industry is unable to finance planned increases in capacity, Brazil will 
have to continue to import steel products if domestic demand continues to 
grow. Industry projections indicate that capacity must be expanded to 

44 MMT by the year 2000 to meet expected demand. 
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Capital Goods: The capital goods industry grew 21.6 percent in 1986, 
with plastics, printing, textile, machine tools, and agricultural 
machinery growing the most. The electrical, pulp and paper, and steel 
heavy equipment industries grew more slowly. Capacity utilization 
reached 80 percent, only slightly below 1984s 84 percent peak. Exports 
totalled $1.4 billion, up 9 percent from 1985. Imports of capital goods 
were just under $2.5 billion for the first ten months of 1986, up about 
38.5 percent over the same period in 1985. The capital goods industry 
plans to invest $950 million in 1987 (52 percent more investment than in 
1986), to increase production capacity by about 3 percent. 


Textiles: Overall textile output surged 15 percent in 1987 in response 
to increased domestic demand. Consumption in the domestic market grew 
17.6 percent. Imports of manmade and natural fibers, yarns and 
filaments, and cloth increased both in value and in volume. Future 
growth will require substantial investment in new capacity and more 
modern technology. 


Footwear: Footwear exports generated about $900 million in revenues in 
1986, down 7 percent from 1985 earnings. The industry reports that the 
drop in export earnings is due to lower per-unit prices on foreign sales, 
because of strong competition from Far East suppliers, quality/technology 
limitations of the Brazilian product, and a switch from leather to 
canvas/nylon/leather imitations due to leather shortages. Brazil's 1986 
production was up 10 percent to 626 million pairs. 


Pulp and Paper: Pulp and paper production increased 14.9 percent in 
1986, to 8.5 million metric tons (MMT), due to booming domestic demand. 
Domestic sales (84.7 percent of total production) increased while exports 
fell 35.3 percent. Sector representatives estimate that the industry 
will need $3.2 billion in new investment through 1993, increasing 
Capacity by about 4 MMI, in order to meet domestic demand. 


Shipbuilding: Following four years of severe contraction, the 
shipbuilding industry is currently operating at 50 percent of capacity. 
The construction of six ships for Petrobras and orders expected from the 
Navy should raise that figure to 75 percent in 1987. The National 
Development Bank (BNDES) plans to provide $320 million in financing for 
the sector in 1987. The construction of about 50 vessels (including the 


Petrobras order) is currently being financed by the BNDES Merchant Marine 
Fund (FMM). 


Civil Construction: With the Cruzado Plan, the average worker received 
real salary gains, stimulating once again the dream of owning a home. 
However, frozen prices, squeezing or eliminating suppliers' profit 
margins, provoked a general shortage of affordable construction materials 
and inputs. Despite the promised overhaul of the home financing system, 
the market has not had financing available for potential low- to middle- 
income buyers. Construction companies are now focusing on sales to the 
upper price range of the market, where buyers can afford to make large 
cash payments in advance. 
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Services: The Cruzado Plan caused major adjustments in the services sector 
in 1986. In banking, the end of indexation led to declines in profitability. 
However, the return of inflation and the re-indexation of financial 
instruments should lead to increased profitability during 1987. Stock 
markets fell sharply after the first few months of the Plan; many investors 
suffered losses. The government has announced plans to allow foreign 
investors to participate in the Brazilian stock market through holding of a 
special ''Brazil Fund," but the relevant regulations covering the Fund are 
awaiting Central Bank approval. The insurance industry underwent major 
restructuring in 1986, including cuts in administrative overhead. The end 
of indexation caused ''float" revenues to decline; however, policy sales 
revenue grew 15 percent in 1986. The financial sector continues to be 
protected and the participation of foreign capital is strictly controlled. 
However, a recent change in regulations to allow foreign investors to own up 
to 50 percent of Brazilian insurance companies, insurance brokerages, and 
private pension management funds, failed to attract new capital. Brazilian 
engineering and construction firms have contracts in many foreign countries, 
particularly in Latin America and in the Middle East. On the domestic 
front, a law that prohibited foreign-owned firms from bidding on public 
sector contracts was recently revoked, enabling foreign participation in 
projects financed by the World Bank and by the Inter-American Development 
Bank. 


LABOR 


The dramatic rise in inflation during the last two months of 1986 led to 
nationwide strikes, stimulated by the sharp drop in workers' real wage 
levels. In January 1987, the government reinitiated talks toward the 
signing of a ''social pact'' between workers (represented by the nine national 
labor confederations), employers (represented by members of the five 
national employer confederations), and the government. The unions, which 
had organized a partially successful one-day nationwide strike against the 
government in December, demanded an immediate increase in the minimum wage. 
Employers demanded a 25 percent price increase from the government as well 
as an end to the salary "'trigger'' (which mandates 20 percent salary increases 
each time prices rise at least 20 percent). A social pact was not achieved. 


The number of strikes which plagued Brazil in 1986 increased in the early 
part of 1987. Strikes occurred in the first three months of 1987 at a rate 
of 250 per month, including strikes of farmers, seamen, bank employees, 
hospital workers, university professors, and schoolteachers. Although the 
civilian government requested military assistance to assist in port 
operations and in preventing sabotage in the oil refineries, the measures 
did not help to resolve the conflicts. The government has taken an active 
role in major negotiations, and is supporting liberalized labor legislation. 
In addition, in February 1987, the government raised the minimum wage about 
42 percent, an amount sufficient to offset inflation and to provide a small 
real wage increase. 


Unemployment rates dropped to low levels in 1986, but initial 1987 figures 
are slightly higher. Unemployment rates were highest in Brazil's Northeast 
and were lowest in the metropolitan areas of Rio de Janeiro and Sao Paulo. 
A shortage of skilled workers, especially in those two major metropolitan 
areas, continues. 
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IMPLICATIONS FOR THE U.S.A. : INVESTMENT POLICY 


Direct investment in Brazil may be in the form of currency, capital goods, 
machinery, and equipment. Investments must be registered with the Central 
Bank within 30 days of entering Brazil, and must be channelled through a 
locally constituted firm duly qualified to do business in Brazil. The 
transfer of ''know-how" and technical assistance and licensing of patents is 
regulated, and fees and remittances governed, by Brazilian law. Various 
things are not patentable under Brazilian law, including substances, 
materials, or products obtainable by chemical processes, and medicines and 
nutritive or chemical-pharmaceutical substances of any kind. In addition, 
discriminatory laws inhibit investment in certain sectors. The strictly 
enforced ''market reserve'' policy in the computer (informatics) industry 
largely excludes foreign firms from local manufacturing, marketing, and 
sales of most computer equipment. The investment climate may be further 
affected by the new constitution now being debated by the constituent 
assembly. Some companies have had success in selling their product to 
national firms in cases where similar technology is not available from a 
national informatics firm. Even though President Jose Sarney has said that 
the "market reserve"' policy will not be extended, many foreign investors and 
exporters are concerned about possible expansion of the Brazilian market 
reserve policy into other areas such as fine chemicals and special materials 
(such as ceramics, polymers, and composites). A related development is 
TELEBRAS' (the state telecommunications monopoly) informal requirement that 
its equipment suppliers be Brazilian-controlled, prompting several 
multinational corporations to assume minority positions in their 
subsidiaries. Opportunities for foreign firms, especially in the private 
PBX/PBAX market, are obviously limited. 


IMPLICATIONS FOR THE U.S.A. : IMPORT POLICY 


Data for the first nine months of 1986 indicate that U.S. exports to Brazil 
increased 16 percent over the same period in 1985, to about $2.4 billion. 
The figures also indicate a loss in the U.S. share of total Brazilian 
imports, from 33.7 percent in 1985 to 28.6 percent in 1986. 


In general, 1987 imports are expected to decrease due to governmental 
restrictions. Most U.S. suppliers will be fortunate to hold their own. A 
change in Brazilian law now permits importation of used machinery free of 
the 25 percent tax on foreign exchange operations (IOF). There should be 
selected opportunities for aggressive exporters within the following areas 
identified by the U.S. Foreign Commercial Service (FCS): Specialized 
electronic components; medical instruments and equipment; process control 
instrumentation; analytical and scientific instruments; travel and tourism 
services (in the United States), and informatics products whose importation 
is not prohibited by the market reserve policy (e.g., large CPU's, certain 
peripherals, sophisticated operating systems software, and CAD/CAM). The 
FCS now conducts market surveys tailored to individual U.S. firms through a 
new service, the Comparison Shopping Survey (CSS), which may be ordered 
through Department of Commerce District offices. U.S. exporters can also 
participate in trade promotion events organized by the FCS in Brazil. 
Information on the events listed below may be obtained from the Trade Center 


Director, Foreign Commercial Service, American Consulate General Sao Paulo, 
APO Miami 34030: 
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Schedule of 1987 U.S. Export Promotion Events 
Aug. 10-14 PRODUCTIVITY U.S.A. 
Productivity and Quality Assurance 
Aug. 29-Sept. 4 FLORIDA TRADE MISSION 


Aug. 31-Sept. 6 INFORMATICA '87/COMPUTE U.S.A. 
Software and Computers 


Sept. 26-Oct. 4 FEHAB 
Modular Housing Components/Catalog Show 


Oct. 13-16 INTERNATIONAL PLASTICS FAIR * 
Oct. 20-25 INTERNATIONAL SPORTS AND LEISURE FAIR * 


SP 


SP 


SP 


SP 


RJ 


RJ 


October TRAVEL U.S.A. §& SP, RJ, BSB, PTA, 
U.S.A. CATCH THE SPIRIT SAL, BEL, BHZ 


November LEATHER §& SHOEMAKING MACHINERY FAIR * 
November ENGLISH LANGUAGE CLASSES IN THE U.S.A. SP, 


Dec. 2-5 INTERNATIONAL SECURITY §& PROTECTION FAIR * 


(* no official participation by U.S. Department of Commerce) 


SP = Sao Paulo, RJ = Rio de Janeiro, BSB = Brasilia, PIA = Porto Alegre, 
SAL = Salvador da Bahia, BEL = Belem, BHZ = Belo Horizonte 


SP 
RJ 


SP 











